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Mr. Speaker Sir,

I beg to move that Mr. Speaker do now leave the chair.

!NTRODUCTION

1. Mr. Speaker, I feel greatly honoured to present my first
budget since becoming the Minister for Flnance. lt is with the
utmost humility that I present the budget proposals tor Fy 2006107
to this esteemed august House and to the people of Kenya, in the
distinguished presence of His Excellency the President and several
of my predecessors at the Treasury. Having experienced what they
have all gone through during their time at the Treasury, allow me,
Mr. Speaker, to pay my compliments to each one of them for their
contribution to this economy.

2. Mr. Speaker, I would also like to record my appreciation for
the support I received from a very dedicated budget team
assembled through the Treasury over the last 3 months, as we
analysed and put this budget together. I also wish to thank the
many Kenyans who sent us proposals, and even took time to
discuss the same with us. This budget is a collective product of all
these people.

3. As Hon. Members are aware, our economy has steadily
registered commendable growth rates over the past three years.
This is a clear indication that our economy has now recovered.
lndeed, in 2005, national income recorded a robust broad-based
growth of 5.8 percent, and about 460,000 new jobs were created.
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4. Mr. Speaker, for the first time in two decades we have been

able to increase our per capita income over three successive
years. This performance is not an accident. lt reflects the policies

inrt tni. Government has implemented since it came to power and

it is a demonstration of our commitment to pursue the right

economic policies to achieve rapid and sustainable economic
groMh. This is critical for ensuring increased employment for our

louth, a sustainable reduction in poverty, and generating. the

,"sources that can be used to reduce income, regional as well as

gender inequalities.

5. Despite this good economic performance, Mr' Speaker' we

recognise that more needs to be done to reduce poverty and that

the [ap between the rich and the poor members of our society

,u*Jin" unacceptably wide. This is why we need to dedicate

ourselves to strive even harder to reach growth targets that will

ensure we win the war against poverty.

6. ln this context, therefore, the Government is committed to

continue addressing poverty and unemployment challenges by

implementing the reforms described in the medium-term Budget

Stiategy Paier, 2006, which has been circulated to Hon' Members'

tn part]cutar, we will continue to focus on implementing (i) sound

macro-economic policies, which are a key element in creating an

enabling environment for private sector-led growth; (ii) far reaching-

structuril and sectoral reforms aimed at enhancing efficiency of
resource utilization; and (iii) additional measures to strengthen
governance and reduce waste and losses due to corruption'

7. Mr. Speaker, the Government's vision for the future is to
build a strong, cohesive, and prosperous democratic country
for our youth ind for generations yet to come. This will require our

continued hard woif , patriotism and above all, a shared

development vision. ln this regard, Mr. Speaker, allow me to
commend all Kenyans for their contribution to the significant
progress we have made towards larger political freedom and

deriocracy since 2002. ln the journey so far, we have made our

mistakes and have had our fair share of scandals, but more

importantly, we have learnt vital lessons on the way forward'

2



8. Mr. Speaker, this year's budget aims at consolidating the
gains we have painfully achieved while taking into account lessons
learnt over the last three years. lt also aims at investing in
programmes to achieve a prosperous new future.

. A new future with more wealth for our people.

. A new future with increased employment opportunities for
our youth.

. A new future with more equitable distribution of the
national resources, and

. A new future with reduced poverty.

9. Mr. Speaker, having spent the last three years implementing
key measures in our Economic Recovery Strategy, our economy
has now reached a turning point. After years of stagnation, the
economy is now poised for sustained economic growth and
development. We must, therefore, develop and put in place
frameworks in each of our priority areas that will take us to the
prosperous future we all yearn for. The budget for 2006/07, is the
first of those frameworks that seek to secure solutions to our future
challenges, today.

For this reason, the theme for this year's budget is "Frameworks for
the future, laying the building blocks."

RECENT ECONOMIC DEVELOPMENTS

10. Mr. Speaker, before I go into the main substance of my
budget proposals for 2006/07, allow me to say a few words both on
the recent international and domestic economic developments. On
the international front, the growth of the world economy in 2004-05
demonstrated continued momentum and resilience, despite higher
international oil prices and natural disasters. World output
expanded by 5.3 percent and 4.8 percent in 2004 and 2005,
respectively. ln 2006, overall global economic growth is projected
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to remain strong at 4.9 percent, aided by continued benign financial
market conditions and the pursuit of appropriate macroeconomic
policies across the world.

11. Mr. Speaker, the African region has also experienced strong
growth, with real GDP expanding by 5.2 percent in 2005. lt is
projected to grow further by 5.7 percent in 2006.

The Domestic Economy

'1.2. Mr. Speaker, I will be very brlef on my comments on recent
developments in the domestic economy. l, however, encourage
Hon. Members to read the Economic Survey of 2006 for more
detailed information.

13. Mr. Speaker, it is heartening to note that the bold measures
we have painstakingly implemented over the last three years, have
begun to pay dividends. As I noted earlier, our economy is now
enjoying a broad-based expansion that we have not witnessed in
decades. The improved performance has been driven by strong
growth in key sectors of the economy such as agriculture,
manufacturing, tourism, building and construction, and transport
and communication. As a result of this economic growth, 1.4 million
newjobs have been created over the past three years.

14. Mr. Speaker, with regard to inflation, the combination of
sound monetary and fiscal policies, better weather conditions
starting in April this year, as well as a firm shilling exchange rate
have helped ease overall inflationary pressures. We have in
consequence managed to bring down the annual inflation to about
13 percent in May 2006.

15. Mr. Speaker, interest rates on Treasury bills were stable
throughout the first-half of 2005/06 with the 91-day Treasury bill
rate remaining within the range of 8-8.5 percent. However,
reflecting continued fiscal discipline and the confidence by market
participants that Government would contain its borrowing
requirements, the 91-day Treasury bill rate declined gradually in
the second half of 2005/06 to around 6.7 percent by mid-June
2006. Lending and deposit rates have stabilized at around 13%
and 4%, respectively. This means that the interest spread,



although it has narrowed, remains unacceptly high by international
standards. We are considering putting in place corrective
measures which will increase effective competition and there by
improve efficiency in financial intermediation.
15. Mr. Speaker, on the external front, our trade deficit widened
during 2005 as strong growth in imports outstripped the increase in
exports. The strong groMh in imports is attributable to higher oil
prices and purchases of three aircrafts by the Kenya Airways.
However, on account of large inflows of remittances, and sizable
financial inflows, our overall balance of payments remains
comfortable. The result of this has been an appreciation of the
Kenya shilling exchange rate and a significant build-up of official
foreign exchange reserves with the Central Bank to over US$ 2
billion compared with US$1 Billion in December 2002.

17. Mr. Speaker, we have noted the concerns raised by
exporters regarding the strong shilling. We are, in this context,
closely monitoring developments in this area to ensure that our
goods and services remain competitive in the region and
internationally.

MEDIUM TERM PRIORITIES AND FISCAL STRATEGY

Medium Term Priorities

18. Mr. Speaker, as I have already indicated, despite the strong
groMh performance in the last three years, poverty and
unemployment challenges still remain. To substantially reduce
poverty, further narrow income and regional inequalities, and move
decisively toward achieving the Millennium Development Goals,
our economy must expand on a sustained basis by around 7
percent per year. This is our medium term objective, which, we
believe is achievable.

19. Mr. Speaker, we believe that the strategy that we have
adopted of sound macro economic and structural policies, the
shifting resources toward the social and economic sectors, and
fighting corruption, will contribute towards achieving these
objectives.

20. Mr. Speaker, although rapid economic growth is central to
reducing poverty and inequality, it must be accompanied by
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specific government interventions to ensure that the poor also
benefit.

21. Accordingly, Mr. Speaker, to ensure that the expected
growth will be shared, the combined share of resources I am

allocating to health, education, agriculture and rural development;
and to infrastructure will rise from 60.7 percent in 2005/06 lo 62'7
percent in 2006/07, and will rise further to 66.5 percent by 2008/09'
This is a continuation of our policy to put our fiscal house in order
by restructuring our expenditures toward priority areas that was
spelled out in last year's budget statement.

22. ln addition, Mr. Speaker, the Government will continue to

implement core poverty programmes countrywide- ln this regard,
the non-wage component of core poverty programmes will be

maintained al 4o/o percent of GDP. Expenditures on these
programmes will, therefore, rise from Ksh.78 billion in 2005/06 to
Ksh.86 billion in 2006/07, representing a 10.6 percent increase.

23. Mr. Speaker, a stable macro-economic environment must be

supported by structural reforms in order to more efficiently allocate
oui.scarce resources. Therefore, to ensure effective public service
delivery, including budget implementation, the Government will
deepen priority structural reforms in the areas of governance,
public expenditure and financial management, revenue
administration, public enterprises, financial intermediation, and
private sector competitiveness. Mr. Speaker, these reforms will

improve the business environment, facilitate private sector growth,

and create employment for our youth.

24. Mr. Speaker, while the projected economic growth will
provide us with the resources to advance our development
objectives, sound fiscal policy management remains central in

ensuring that we will continue to be able to do so into the future.
We will, in this regard, continue to pursue fiscal policy management
aimed at: (i) maintaining a strong revenue effort; (ii) restraining the
growth of total expenditures while ensuring a shift in its

composition from non-productive recurrent expenditures to
operations and maintenance and capital expenditures; and (iii)
containing groMh of domestic debt to a sustainable level.
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25. Mr. Speaker, last year, my predecessor wisely excluded
bilateral budgetary support from the 2005/06 budget. By so doing,
we have managed to introduce predictability into our budget
process and line ministries can now plan on the basis of more
certain, albeit smaller, resources.

26. Mr. Speaker, this year we are going a step further by also
excluding all multilateral budgetary support. Therefore, the budget
that I am presenting to you today, does not contain any external
budgetary support. However, we have factored in external
financing which is tied to specific projects. Should budgetary
funding become available, I intend to use it to scale up
expenditures on education, health, agriculture and infrastructure,
and, if need be, reduce our domestic debt.

27. Mr. Speaker, even in the area of project financing, we are
examining ways of deepening our bond market with a view to
mobilizing resources for our infrastructure. ln this Budget, I will be
making proposals to enhance the bond market so as to provide
long-term funding for infrastructural projects. With the
strengthening of the bond market, the Government and large
infrastructural corporations, will increasingly rely on the domestic
but predictable sources of funding to achieve our medium-term
development objectives. ln the coming months, Government will
encourage parastatals with financing needs backed by good cash
flows to issue bonds, as a further step to develop our bond market.

28. Mr. Speaker, consistent with our intention to maintain fiscal
discipline, the budget limits domestic borrowing to only Kshs. 29.5
billion. At this borrowing level, we expect interest rates to remain
at affordable levels which should serve as a catalyst for banks to
increase credit to the private sector.

29. Mr. Speaker, allow me at this point to say a big thank you to
the Kenyan tax payers for their great contribution to the realization
of our economic freedom.

30. Nonetheless, after we are through with the PRGF
programme, we intend to continue our engagement with the World
Bank and the IMF under the Policy Support lnitiative so as to
ensure our home-grown programmes meet internationally
acceptable standards. ln tandem, we are also expecting a country-
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rating mission from the world renowned rating company, Standard
and Poor's, before the end of June 2006. Such a rating, Mr.
Speaker, will not only have a beneficial effect on foreign direct
investments, it will also impact positively on the capacity of our
private sector to access atfordable financing from international
markets.

THE 2006/07 BUDGET FRAMEWORK

31. Mr. Speaker, the 2006/07 budget framework is set against
the background of the medium-term macroeconomic framework I

have already outllned. lt aims to accelerate economic growth

through continued sound fiscal and monetary policies' a

strengthening of structural reforms and governance, and enhanced
investments in physical and human capital.

Macroeconomic Outlook

32. Mr. Speaker, let me start by providing a brief summary of the
macroeconomic assumption underlying the proposed budget. We
anticipate that real GDP in 2006107 will increase by about 5.8
percent provided the weather conditions remain normal, and will be

underpinned by continued strong growth in agriculture,
manufacturing, construction, tourism, horticulture, transport and
communication, financial and export sectors.

33. The 12-month inflation rate is expected to decline to about 5
percent by end 2006/07, from 13 percent in May 2006, mainly on

account of benign weather conditions and continued
implementation of a prudent monetary policy. Gross international
reserves of the Central Bank are targeted to remain at well above 3
months of import cover to adequately cushion the country against
any external shocks.

34. Our proposed monetary framework targets an increase in
money supply of about 10 percent through June 2007, and
provides enough space for a significant non-inflationary expansion
of credit to the private sector to support the projected economic
growth.
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The Fiscal Framework

35. Mr. Speaker, fiscal policy for 2006107 will continue to aim at
containing the growth of non-core expenditures, so as to create
fiscal space to facilitate increased resources toward growth and
poverty-reducing programmes.

36. Mr. Speaker, as we aspire to become more self-sufficient in
our development efforts, we will need to re-double our efforts in
revenue collection. We are, therefore, targeting to collect revenues
amounting to Kshs.375.4 billion, which is equivalent to 21 .4 percent
of GDP. This will be supported largely by the on-going
improvements in tax and customs administration.

Expenditure

38. Overall expenditures in 2006107 will amount to Ksh.461.2
billion. ln relation to GDP, expenditures will remain relatively
unchanged from the previous year at around 26.4 percent of GDP,
as a planned reduction in the recurrent expenditures is offset by
increase in development expenditures. This is in line with our
strategy of increasing the ratio of resources going to development
programmes.

39. Recurrent expenditures are estimated to rise by 7.6 percent
to Ksh.338.3 billion. However, in terms of GDP, these
expenditures are expected to fall from 20.1 percent of GDP, in
2005/06 to 19.3 percent of GDP in 2006/07, on account of
moderately lower spending on foreign interest payments, pensions
and other expenditures. The government's wage bill is expected to
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Revenue

37. Mr. Speaker, with increased independence comes increased
responsibilities. lt is therefore imperative that each one of us
contributes in this effort of making Kenya less dependent on
foreign resources. We expect the Kenya Revenue Authority to
ensure that the set revenue targets are met, while tax payers will
be expected to willingly pay their dues. On our part as a

Government, we will make sure that the scarce resources are used
effectively and in the most efficient manner.



remain unchanged at about 7.4 percent of GDP(Kshs.129.3 billion),
this figure takes into account wage awards for civil servants of
Kshs. 2.1 billion and Kshs. 4.9 billion for teachers. lt is important to
emphasize, however, that about two-thirds of the wage bill

amounting to Kshs.81.6 billion (equivalent to 4.6 percent of GDP)
goes to the education and the health sectors, leaving only Ksh.47.7
billion (2.7 percent of GDP) for the rest of the civil service.

40. Mr. Speaker, a core requirement of our Economic Recovery
Strategy (ERS) is that development expenditures should rise as a
proportion of both the budget and GDP. Development expenditures
are expected to rise from Ksh.86.9 billion (5.6 percent of GDP) in

2005/06 to Kshs.120 billion (6.8 percent of GDP) in 2006/07. This
represents an increase of 38 percent from the previous year and
compares favourably with a growth of 11 percent for overall
expenditures. Expenditures are therefore forecast to be more
development oriented, and with a special focus on improving the
road network, access to water, reliable and affordable energy, and
efficient telecommunications system.

Expenditure Measures

41. Mr. Speaker, creating fiscal space for priority social and
development programmes requires sacrifices. Therefore, as part of
austerity measures to be implemented by the Government starting
July 1,2006, a new transport policy in the public service, aimed at
reducing transport costs, will, on pilot basis, be put in place. The
reorganisation of transport and disposal of government vehicles
should be completed by 30'n September, 2006.

42. Mr Speaker as from July 1, I expect the number of
government vehicles on the road to be reduced significantly and
only a few will be retained for use by essential government service
providers and Constitutional offices such as the Police Department'
Health, Judiciary, Electoral Commission and the Auditor General'

43. Ministers, Assistant Ministers, and Permanent Secretaries
will be allowed only one official car each. Mr. Speaker, to ensure
equity, I have factored the savings arising from this measure into
my Budget with a view to providing transport allowance to all civil
serva nts.
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44. Mr Speaker, before July 1, the Government will issue further
guidelines on the implementation of this policy. Therefore, the
estimates I am laying before this august House has no provision for
purchase of motor vehicles for most ministries. ln the case of
essential service providers and Constitutional offices, I am directing
that approval shall be sought from Treasury before any purchase is
effected. This measure will apply to all public bodies. Therefore,
from July 1, no public officials will be expected to use official
vehicles to and from duty.

Structural Reforms

45. Mr. Speaker, accelerating structural reforms is critical to
maintaining our external competitiveness. ln order to use public
resources more efficiently, we intend to accelerate the on-going
public expenditure and financial management reforms with a view
to strengthening transparency and accountability. The intention is
to seal loopholes in our expenditure management system that have
been exploited by corrupt individuals.

46. Mr. Speaker, following enactment of the Public Procurement
and Disposal Law, we shall establish shortly an independent
procurement authority. We will also, in consultation with
stakeholders, develop indicators for monitoring efficiency and
transparency of procurements of the central government, including
those related to security. The new procurement manual will also
simplify procurement procedures.

47. Mr. Speaker, under the financial sector, important initiatives
are underway to further strengthen the financial system. These
include a comprehensive review of the Banking Act; revisions to
the lnternal Loans Act to bring it up to date with recent
developments in the financial area; and developing of a

comprehensive strategy for Development Finance lnstitutions
aimed at addressing issues of mobilizing long term financing for
investment and access of credit by challenged sectors such as
agriculture.

48. Mr. Speaker, it is the Government's duty to ensure Kenyans
are not discriminated against in the provision of financial services.
However, it has come to my attention that our Muslim colleagues
cannot participate in the conventional banking system without
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violating deeply held principles of their faith. l, therefore, welcome
the recent interest shown by some of our banks to fill this vacuum.

49. Mr. Speaker, in that spirit and in order to deepen the
financial system by bringing in those Kenyans who have been
locked out, I will be proposing to amend the Banking Act to allow
for a more differentiated and broader array of banking products and
services. The resulting increased competition for funds in the
financial sector will, no doubt, lower lending rates and' therefore'
provide a further boost to our growth prospects.

50. Mr. Speaker, other measures to strengthen the efficiency of
the financial sector and expand access to financial services by the
poor will include: strengthening the supervisory capacity of various
financial sector regulators, including setting up an independent
lnsurance Authority; and introducing legal and regulatory
framework for micro-fi nance institutions.

51. Mr. Speaker, an acceleration of privatization and
restructuring of public enterprises is vital, for efficient service
delivery and strengthening of economic growth. ln this regard. we
intend io build on the recent highly successful partial divestiture of
KenGEN, which has created unprecedented interest in the capital
markets and provided an impetus for further divestitures. Specific
actions slated for 2OOOI07 include: the restructuring and
subsequent privatization of Telkom and National Bank of Kenya
(NBK), the sale of part of government shares in Mumias Sugar
Company and Kenya Re, among others; the sale of a second fixed-
line license for domestic telecom operations; additional licenses for
international telecoms gateways; and enhanced private sector
participation in port operations, including for the container port

operations in Mombasa.

Governance

52. Mr. Speaker, with respect to the 'Framework for
governance", while we have made progress in the fight against
corruption, the challenge still remains. The Government is
committed to upscalling the fight against this vice. ln particular, the
capacity of institutions like the Office of the Attorney General, the
Judiciary and the Kenya Anti-Corruption Commission, which are in
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the front-line of the war against corruption will be further
strengthened through a number of measures, including, (i) hiring of
lawyers and special prosecutors from the private sector; (ii)
reviewing terms and working conditions of legal staff in the

Attorney General's Chamber; (iii) increasing the number of judges

and anti-corruption courts; and (iv) implementing various
governance and anti-corruption strategies.

53. ln this context, the National Anti-Corruption Plan, which has

been developed through a process involving a wide cross section

of Kenyans, will be launched early next month. Based on this
comprehensive Plan, we are finalizing our second-year Anti-

corruption Action Plan, that will have measurable indicators to

facilitate monitoring of progress.

54. Mr. Speaker, the Government will also accelerate the

investigation and prosecution of cases arising from the Goldenberg

Commission, the Ndungu Land Commission, and the Anglo-

Leasing scam. Linked to this, the subject of security loan contracts
have blen of major public interest during the last two years. The

contracts have been audited and investigated, and the reports
prepared by the Controller and Auditor General as well as the
hublic Accounts Committee have been tabled in this House The

security loan contracts are also under investigation by the Kenya

Anti-Corruption Commission.

55. As Honorable Members are aware, the C&AG and PAC

reports have raised serious concerns of financial management
weaknesses that require to be addressed. The Government has,

in this context, given its commitment to addressing the issues' Mr'
Speaker, we are going to put in place a framework that will close

the loopholes that have been exploited in the past to pilfer public

funds, and I wish to assure Honorable Members that in the course
of the next financial year, I will table a Debt Management Bill that
will address the concerns that have been raised by the public and

by this House.
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